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SECULAR CHANGES IN THE DISTRIBUTION OF INCOME^ 

By Geoffrey H. Moore 
National Bureau of Economic Research 

In that fabulous year, 1929, 513 individuals reported to the Bureau 
of Internal Revenue that their incomes had exceeded 1 million dollars. 
The average income of this group was about 2.S million; federal income 
taxes reduced the figure to a little more than 2 million. In the aggregate, 
these 513 received more than a billion dollars net of taxes, or about 
1.5 per cent of the national total of income receipts by individuals after 
taxes. 

By 1939, some newcomers had no doubt been added to this fra- 
ternity, but most of the oldtimers had departed. Instead of 513, only 
44 individuals, reported incomes in excess of 1 million dollars, their 
average income before taxes had declined by 15 per cent, to about 2 
million dollars, and their average income after taxes was less than half 
what it had been for the 1929 group, roughly 1 million dollars. Instead 
of 1.5 per cent, this top income group got 1/20 of 1 per cent of the 
national total after taxes in 1939; their number was far smaller, and 
each received a smaller amount on the average. 

How has the picture changed since 1939? The latest data indicate 
we have not gone back to 1929, despite inflation; nor is the millionaire 
extinct. In the 1948 returns, 149 persons reported incomes above a 
million a year, and they received a quarter of a billion dollars' in- 
come in the aggregate. But their average income both before and 
after taxes was less than the corresponding 1939 figure; after taxes 
the average was a mere $700,000. Though the group was several times 
larger than in 1939, their aggregate income after taxes was still only 
about 1/20 of 1 per cent of the national total. To put it differently, in 
the late forties, a person who achieved the millionaire income class 
might expect to take about three years to make the same income after 

'This paper is based largely on the work of various members of the National Bureau 
staff. It takes its cue from Arthur Burns's annual report for 1950, Looking Forward, and 
utilizes particularly Simon Kuznets' study, Shares of Upper Income Groups in Income and 
Savings, on which a preliminary report was published in 1950 as Occasional Paper 35 (the 
full study is now in press). I have also drawn upon Daniel Creamer's investigation of per- 
sonal income during business cycles, and to a lesser extent upon several other National 
Bureau studies. I am indebted to Florence Robinson and Elizabeth Jenks for statistical 
assistance, to H. Irving Forman for the charts, and to Drs. Burns, Kuznets, Fre^qrijOk C. 
Mills, Leo Wolman, and Thomas Atkinson for their helpful comments on an eadier draft 
of the paper. 
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taxes that he might have made in one year in the late twenties. And far 
fewer people were getting into this class than formerly.'' 

The end of the twenties marked a turning point in the structure of the 
income distribution. At that time relative income inequality was about 
as great as at any earlier time for which we have adequate records. 
During the first few years of the Great Depression, a complex set of 
changes apparently diminished income inequality sharply at the upper 
end of the scale of incomes but increased it at the lower end. Hence we 
cannot give an unequivocal answer to the question whether the late 
twenties or the early thirties marked the all-time peak in income in- 
equality. But it is clear that since then income inequality has dimin- 
ished to previously unrecorded levels. One of the heritages of the Great 
Depression and especially of World War II is an altogether new dis- 
tribution of income by size. 

For our knowledge and understanding of this matter, we are largely 
indebted to Simon Kuznets, who recently completed a monumental 
book on the size distribution of income. What I propose to do in this 
paper is to review some of the findings of this work so far as they bear 
on recent trends and try to interpret them in the light of other knowl- 
edge concerning the way incomes originate. 



It is necessary first to have some notion of the sort of conceptual 
apparatus Kuznets uses to measure changes in the distribution of in- 
come. No field, I think, is more beset with traps for the unwary than 
this, and lack of attention to the measuring apparatus will cause as 
much trouble to the income analyst as a dirty test tube to a chemist. 

Kuznets' basic method is to take the information on incomes of 
upper income groups compiled from their tax returns and reported 
by income classes in Statistics of Income and compare these incomes 
with the aggregate income received by the whole population. The in- 
come unit reported is a tax return, but Kuznets converts the aggregate 
income reported in a given class of tax returns to a per capita basis by 
dividing by the number of individuals covered by the returns; i.e., the 
income recipients and their dependents. Then he arrays these classes by 
their per capita income, finds the point in this array above which a 
given percentage, say 1 per cent, of the whole population lies, and 
computes the percentage that their aggregate income is of the total in- 

'Tax returns were classified by net income in 1929 and 1939 but by adjusted gross 
income in 1948. We have adjusted the 1929 and 1939 aggregate figures for the top income 
class to put them on a comparable, adjusted gross income basis but cannot reclassify the 
retunjis on this basis. If we could, some additional returns would no doubt be included 
in the 'million dollar and over class in 1929 and 1939, since adjusted gross exceeds net in- 
Come. Hence the decline in this class to 1948 is understated by our figures. 
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come of the whole population. Of course, the occupants of this upper 1 
per cent stratum do not stay put. The aggregate income for the group 
does not refer to the same people in different years, especially when 
the years are far apart. The upper 1 per center who "loses his shirt" 
loses his position in the array, also, and his income shows up some- 
where else. This feature of the data is sometimes an annoying complica- 
tion, sometimes an unmitigated blessing, but it should not be lost sight 
of. 

Kuznets finds, for example, that the upper 1 per cent group received 
10 per cent of total income in 1943; that the upper S per cent received 
21 per cent; and so on. He could not go very far down the income scale 
in most years, because few people in the lower brackets had to pay 
income taxes and hence did not report their incomes. But the level of 
income above which 5 per cent, or even 1 per cent, of the population 
lies is lower than one might think; in recent years the lower limit of 
per capita income for the top 1 per cent has been about $5,000 and for 
the top S per cent about $2,000. Of course, $5,000 per capita for a 
family of tliree is $15,000, but clearly the upper 1 per cent group is not 
limited to the fabulously rich. Even the average per capita income 
of the top 1 per cent is not much more than comfortable — about 
$12,000 in recent years. Still, it is much more comfortable than the 
per capita average for the remaining 99 per cent, which has been run- 
ning at about $1,300 per year. 

Kuznets' data, covering the period 1913 to 1948, may be analyzed 
in various ways. If, in order to discern trends, we consider only years 
of relatively high income (1913, 1920, 1929, 1939, and 1948), we can 
divide the thirty-five year period into a seven-year interval spanning 
World War I, nine years covering the booming twenties, ten years bridg- 
ing the Great Depression, and nine years that brought with them World 
War II and inflation.^ In three of these intervals, the average per capita 
incomes of the upper 1 per cent and the remaining 99 per cent of the 
population both rose; in 1929-39 they both fell (Table 1). Each time, 
in terms of dollar amounts, the upper group gained or lost a great deal 
more per capita than the lower. 

Taking the period as a whole, the average per capita income for the 
upper group rose from $5,700 in 1913 to $12,500 in 1948, a gain of 
$6,800; the average for the lower 99 per cent rose from about $300 to 
$1,300, a gain of only $1,000. Nevertheless, relatively the gain was 
much larger for the lower group; that is, the mass of the population. 

•The year 1939 was not a year of peak income; 1937 would qualify better in this re- 
spect, though not in any long-run sense. But we use 1939 since aggregate income was nearly 
as high then as in 1937, and 1939 is a better dividing date between the Great Depression 
and World War II. In any case, we must observe that single years do not provide wholly 
trustworthy basing points from which to measure trends. 
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Table 1 
Changes in the Distbibuiion op Income, 1913-48 







2nd to Sth 












Top 


Per- 


Lower 


Lower 


Total 


COST-OF-LlVING 




1% 


centage 
Band 


95% 


99% 


Popula- 
tion 


Index 
(1935-39: 100) 






Per Capita Income in 


Dollars 






1913 


5,679* 


n.a. 


n.a. 


296* 


350 


70.7 


1920 


8,803 


1,955 


504 


563 


645 


143.3 


1929 


11,625 


2,494 


486 


567 


678 


122.5 


1939 


7,052 


1,966 


402 


465 


531 


99.4 


1948 


12,531* 


3,650* 


1,172* 


1,272* 


1,385 


171.9 






Percentage Change 






1913-20 


55 






90 


84 


103 


1920-29 


32 


28 


-4 


1 


. 5 


-15 


1929-39 


-39 


-.21 


-17 


-18 


-22 


-19 


1939-48 


78 


86 


192 


174 


161 


73 


1913-29 


105 






92 


94 


73 


1929-48 


8 


46 


141 


124 


104 


40 






Percentage Shares 










In Country-wide Incomef 






1913 


16.2* 


n.a. 


n.a. 


83.8* 


100.0 




1920 


13.6 


12.1 


74.2 


86.4 


100.0 




1929 


17.2 


14.7 


68.1 


82.8 


100.0 




1939 


13.3 


14.8 


71.9 


86.7 


100.0 




1948 


9.0* 


10.5* 


80.4* 


91.0* 


100.0 





Source: Simon Kuznets, Shares of Upper Income Groups in Income and Savings (National 
Bureau of Economic Research, in press), Table 122. The concept of income used throughout 
is economic income, which does not include capital gains or losses and is before^ taxes. 
Figures for 1939 and 1948 are based in part on Department of Commerce data spliced to 
Kuznets' data in 1936-38. The cost-of-living index is the Bureau of Labor Statistics' consumers 
price index for moderate income famiUes. 

* Estimated by extrapolating shares in "basic variant" income. 

t Because of rounding, details may not add to total. 

Their per capita income in 1948 was more than four times what it was 
in 1913, whereas the income of the upper group had little more than 
doubled. Moreover, a doubling of dollar income in this period does not 
appear to have been enough even to maintain real income; the BLS con- 
sumers' price index in 1948 was two and a half times its 1913 level. In 
real terms, if this price index is representative, the "poor" grew richer 
and the "rich" poorer.* Certainly there was a shift towards a smaller 

*This proposition does not, of course, apply to a given set of "rich" or "poor" indi- 
viduals; the membership of both groups obviously changed in the course of thirty-five 
years. Moreover, it holds strictly only in terms of the "basket" of commodities and 
services priced by the BLS. Both the basket and the price quotations pertain to moderate 
income families in large cities; neither may be representative for other income groups. 
However, a crude reweighting of the six main subgroups of the index according to expendi- 
tures by families with incomes $10,000 and over in 193S-36 produces an index that rises 
by virtually the same percentage in 1913-48 as the BLS index. A more refined reweighting 
and, especially, the use of prices paid by upper income groups might, of course, produce 
a substantial difference. 
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relative difference: the individuals in the upper 1 per cent had an aver- 
age per capita income nearly twenty times as large as the average in 
the lower 99 per cent group in 1913 and only ten times as large in 1948. 

In only one of the intervals we have marked off did the relative gain 
by the upper group exceed that by the lower. That was .1920-29, when 
per capita incomes for the upper group rose 32 per cent and for the 
lower only 1 per cent. Indeed, if we take the lower 95 per cent of the 
population as the lower group, there was an actual decline in per capita 
income, Prices were some IS per cent lower in 1929 than in 1920; so 
the lower group, on eithier definition, made a real gain, but it did not 
approach that of the upper group. It is somewhat surprising to find 
that the mass of the population did not participate to a greater extent 
in the boom of the twenties.^ However, during World War I, 1913-20, 
the gains for the upper 1 per cent and lower 99 per cent were SS per 
cent and 90 per cent, respectively; so that if we take 1913 as 
the base, the relative gain by 1929 was only slightly larger for the 
upper than for the lower group. From 1929 to 1939, the upper group 
figure declined 39 per cent and the lower group only 18 per cent. 
World War II brought the greatest contrast of all: a rise of 78 per 
cent for the upper but 174 per cent for the lower. Taking the last two 
periods together we find the income of the upper group rising only 8 
per cent from 1929 to 1948, while that of the lower group rose 124 per 
cent. 

These relative changes tell us, in effect, what happened to the per- 
centage shares of each group in the country-wide total income; the 
actual figures are given in the bottom panel of Table 1. The upper 1 per 
cent received 16 per cent of the total in 1913, 14 per cent in 1920, 17 
per cent in 1929, 13 per cent in 1939, and 9 per cent in 1948. Contrari- 
wise, the share of the lower 99 per cent rose from 84 per cent in 1913 
to 91 per cent in 1948. Two things should be noted about this. First, 
the really marked shift did not occur until the thirties and forties; only 
then did the upper groups' income shares reach levels lower than they 
had ever reached before. Second, the shift has been a very substantial 
one. The share of the upper 1 per cent declined by 8 percentage points 
between 1929 and 1948. Under conditions of perfect equality of per 
capita income (a highly abstract concept to say the least) it could have 
declined only sixteen points (from 17 per cent to 1 per cent). Hence 
the shift was equivalent to half of the mathematically attainable maxi- 
mum. In other words, when the per capita income of the upper 1 per 
cent declined from seventeen times to nine times the average per capita 

■ Some of the implications of this are stressed ill a comment by Adolph Lowe in Con- 
ference on Business Cycles (National Bureau of Economic Research, 19S1), pp. 222-223. 
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income of the whole population, it had moved half of the relative dis- 
tance to the mean. 

Another way of looking at the matter is to compare the actual result 
with the h5TJ0thetical results of a redistribution, not of all income, as 
implied in the preceding comparison, but only of a certain type of in- 
come. As is well known, one of the most unevenly distributed types is 
property income (dividends, interest, and rent); the ownership of 
property is much more concentrated than the receipt of income. 
Whereas the top 1 per cent group, on the average in 1919-38, received 
13 per cent of total income, they received 40 per cent of property 
income. Now suppose this property income disappeared but, by some 
magical dispensation, everything else remained the same: what effect 
would its absence have on the inequality of distribution of the re- 
mainder? If we make the calculation for the year 1929, using a con- 
cept of income that Kuznets calls the "basic variant" (the only one 
that he can subdivide by type), we find that the share of the upper 1 
per cent in total income would upon the removal of property income 
have declined from 14.7 per cent to 8.5 per cent. The startling fact is 
that this is almost precisely the level to which the share of the top 1 per 
cent in total income (basic variant) actually did decline in 1948; 
namely, 8.4 per cent. Indeed, one of the main reasons for the decline, 
as we shall see, was the marked relative reduction in property income 
between 1929 and 1948. 

All the figures cited above are for incomes before income taxes. 
Taxes, therefore, had no direct part in the shift described. But if we 
allow for taxes, the shift is greater, as we shall see. Moreover, the con- 
cept of income used does not include gains and losses from sale of 
capital assets — an item whose distributional effects we shall also con- 
sider below. 

The share of the top 1 per cent marks only one point on a Lorenz 
curve. Other points on the curve may not show the same time trend. 
Kuznets' study provides data down to the top 5 per cent level in all 
years since 1919 and below that in years when the tax return popula- 
tion was sufficiently large. The trend in the share of the top 5 per cent 
is not widely different from that of the top 1 per cent (Chart I). How- 
ever, it is interesting to observe the slight rise in the share of the top 
5 per cent between 1929 and 1932; the sharp decline in the share of 
the top 1 per cent is counterbalanced by a marked rise in the share of 
the 2nd to Sth percentage band. This rise was reversed after 1932, 
but the decline to 1939 was not sufficient to carry the share of the 2nd 
to Sth percentage group below the 1929 level (see Table 1). Hence the 
Lorenz curves for 1929 and 1932 cross, and it seems likely that the 
curves for 1929 and 1939 also cross, showing a decline in inequal- 



Chart I 

Selected Measures of Income Inequality, U.S., 1909-1950 
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ity at the upper levels, and an increase in inequality at the lower.* 
After 1939, however, the share of the 2nd to Sth percentage band de- 
clined sharply. A Lorenz curve for the entire income distribution in 
1948 would no doubt show less inequality throughout than a compara- 
ble curve for 1939.^ 

Other studies based wholly or in part on different data or techniques 
broadly support Kuznets' results. In Chart I we have assembled some 
of the available measures of income inequality. The Pareto coefficients, 
computed by Norris O. Johnson, are based, like Kuznets' measures, on 
income tax data, but the unit is the tax return and the country-wide 
inconie total does not enter the computation. The National Industrial 
Conference Board estimates of the shares of the top 10 per cent were 
derived for selected years from various sources, including tax return 
data; here the unit is the income recipient. The shares of the top 10 
per cent for 1935-36, 1941, and 1944 are based on both income tax and 
field survey data and represent distributions of money income by fami- 
lies. For more recent years, the chart records the shares reported by the 
Survey of Consumer Finances, which does not utilize tax data at all 
and reports incomes of "spending units." The ratio of property income 
(dividends, interest, and rent) to total income has long been used 
as an indirect measure of income inequality, and the chart demon- 
strates that this use is not without justification. Comparison of Kuz- 
nets' "economic" and "disposable" income shows the effect of includ- 
ing realized capital gains and losses and deducting federal income taxes. 
Adolph J. Goldenthal's estimates are based on a similar concept of 
"disposable" income, but use the income recipient as the unit. 

Although the measures differ in their year-to-year movements, they 
show broadly similar long-run changes: a rise in inequality in the 
twenties, a decline in the thirties, and a further decline to new lows 
in the forties. As we shall see in the next section still other data provide 
independent evidence of the shift that has come about. 

II 

Turning now to enquire into the origin of the shift in the distribution 
of income by size, we shall concentrate on the period since 1929. Let 
us look first at the sources of income and what has happened to them. 

'Horst Mendershausen observed that Lorenz curves for 1929 and 1933 cross in this man- 
ner (Changes in Income Distribution during the Great Depression, National Bureau of 
Economic Research, 1946, Ch. 2). The Lorenz curves constructed by the National In- 
dustrial Conference Board for 1929 and 1937 cross between the points for the upper 30th 
and upper 40th percentage bands {Enterprise and Social Progress, 1939, p. 12S). 

' Cf. Herman P. Miller, "Changes in Income Distribution in the United States," Journal 
of the American Statistical Association, December, 1951, pp. 438-441. The data available 
are not sufficient to enable one to make a similar statement for 1948 versus 1929. 
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The total personal income of the population may be divided, roughly, 
into five broad types: employee compensation (that is, wages and 
salaries and supplements thereto) ; entrepreneurial income (the incomes 
of farmers and of owners of unincorporated business and professional 
enterprises); corporate dividends; interest; and rental income. The 
division is rather arbitrary, since it is based on the immediate form in 
which income is received rather than its ultimate source. Thus, for 
example, entrepreneurial income includes both labor and property in- 
come, and some income is received as dividends rather than as rent 
merely because a corporation rather than an individual owns the rented 
property. Nevertheless, the changes in these sources of income are not 
without interest (Table 2). 

On a per capita basis for the population as a whole, employee com- 
pensation increased 134 per cent between 1929 and 1948. Entre- 
preneurial income rose slightly more — 145 per cent. But rental in- 
come per capita rose only 26 per cent, dividends 6 per cent, and inter- 
est payments per capita declined 21 per cent. Taking the last three 
components together as a measure of property income, we find virtually 
no change in their aggregate amount per capita between the two years. 
To put it differently, total per capita income rose from $652 in 1929 to 
$1,381 in 1948. The increase of $729 is accounted for virtually entirely 
by the advances in employee compensation, amounting to $567, and in 
entrepreneurial income, which contributed $161. The increases in rent 
and dividends accounted for $7.00 and $3.00, respectively, and these 
were nearly canceled by the decline of $9.00 in per capita receipts of 
interest. 

Obviously these striking differential changes in the sources of income 
must have had a vital influence on the incomes of individuals who were 
chiefly dependent on one or another source. And, of course, the typical 
sources of income at the upper end of the income scale are very different 
from what they are in the middle and lower brackets. In 1929, the upper 
1 per cent received 28 per cent of their aggregate income in the form of 
wages and salaries, 20 per cent as entrepreneurial income, and 52 per 
cent as property income (dividends, interest, and rent). The correspond- 
ing proportions for the upper 2nd to 7th percentage group were 58 per 
cent, 2 1 per cent, and 2 1 per cent, while the lower 93 per cent of the 
population obtained 74 per cent of their income as wages, and only 16 
per cent and 10 per cent as entrepreneurial and property income, respec- 
tively. One would therefore expect the great relative decline in property 
incomes between 1929 and 1948 to reduce the share of upper income 
groups and the corresponding relative rise in employee compensation to 
raise the share of the lower groups. Chart II shows, indeed, that this 
accounts in very large part for the shift that has taken place. (Compare 
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Chart II 

Income Shares of Top 1% and Lower 93% 
Distributed by Type of Income, 1929 and 1948 
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Source: Computed from Table 2 The concept of income used is the 'basic variant' (see text, note 10). 



also the behavior of the ratio of property income to total income in 
Chart I.) 

However, this is not the whole story. Not only have the aggregate 
amounts of the five types of income shifted relative to one another but 
the relative distribution of each type has also shifted, and shifted in 
favor of the lower income group. As Table 2 shows, for each com- 
ponent the pergentage change in per capita income is smaller for the 
upper 1 per cent than for the lower 93 per cent; and the percentage 
change for the 2nd to 7th percentage band is somewhere in between 
(except in the case of rent). 

So we have two factors contributing to the decline in relative inequal- 
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Series 
No. 



Ta6le3 
Factor Prices and Earnings, 1929-48 



(1) 



(2) 

(3) 
(4) 
(5) 

(6) 

(7) 
(8) 

(9) 
(10) 
(11) 

(12) 



(13) 
(14) 
(15) 

(16) 

(17) 

(18) 

(19) 
(20) 

(21) 



(22) 
(23) 
(24) 
(25) 



(26) 



(27) 
(28) 
(29) 



(30) 
(31) 

(32) 



Series 

Labor Income 

Average Hourly Earnings 

(unless otherwise specified) 

Agriculture, $ per month with- 
out board 

Manufacturing 

Male, skilled and semiskilled, 
NICE 

Male, unskilled, NICB 

All production workers, BLS 

Urban wage rates, BLS, Janu- 
ary, 1941: 100 

Bituminous coal mining 
ConstrtKtion 

Skilled labor 

Common labor 

Railways 

Skilled labor 

Unskilled labor 

All employees 

Annual Earnings per Employee 

Agriculture (full-time 
equivalent) 

Manufacturing 

Salaried officers and employees 

Wage earners 

All employees (full-time equiva- 
lent) 

Bituminous coal mining (full- 
time equivalent) 

Construction (full-time equiva- 
lent) 

Railways (full-time equivalent) 
Banks 

Officers (member banks) 

All other employees 
(member banks) 

All employees (full-time equiva- 
lent, all banlcs) 

Corporate executives, 
567 companies 

Highest paid in each company 

2nd highest paid 

3rd highest paid 

All officers and directors (aggre- 
gate compensation) 
All Private Industry 

All employees (full-time 
equivalent) 

Federal Government 

Judicial branch 

Legislative branch 

Executive branch 

Entrepreneurial Income 
Income Per Active Proprietor 

Farms 

All nonfarm unincorporated en- 
terprises 

All unincorporated enterprises 



1929 


1939 


1948 


Percentage C 

1929- 1939- 

39 48 


Ihange 

1929- 

48 


551.00 


$36.00 


$124.00 


-29 


+244 


+143 


.668 
.486 
.566 


.808 
.594 
.633 


1.567* 
1.227* 
1.350 


+21 
+22 
+12 


+94 
+107 
+113 


+135 
+152 
+139 


.681 


98.2 
.886 


185. 4t 
1.898 


+30 


+89 
+114 


+179 


1.36 
.546 


1.44 
.683 


2.25 
1.350 


+6 
+25 


+56 
+98 


+65 
+147 


.974 
.376 
.646 


1.120 
.420 
.747 


1.749 
1.003 
1.347 


+15 
+12 
+16 


+56 

+139 

+80 


+80 
+167 
+109 


430 


378 


1,322 


-12 


+250 


+207 


2,635 
1,301 


2,157 
1,152 


3,973t 
2,538t 


-18 
-11 


+84t 
+120t 


+51t 
+95t 


1,543 


1,363 


3,039 


-12 


+123 


+97 


1,293 


1,197 


3,383 


-7 


+183 


+162 


1,674 
1,749 


1,268 
1,877 


3,119 
3,577 


-24 

+7 


+146 
+91 


+86 
+105 




4,394 


6,425 




+46 






1,504 


2,336 




+55 




1,969 


1,969 


3,029 





+54 

+441 
+62§ 
+70§ 


+54 



+75§ 



1,408 1,255 2,812 -11 +124 +100 



3,405 


2,961 


4,647 -13 


+57 


+36 


2,762 


2,748 


4,247 -1 


+55 


+54 


1,800 


1,806 


3,004 +0.3 


+66 


+67 



1,018 874 3,752 -14 +329 +269 

1,684 1,398 3,684 -17 +164 +119 
1,327 1,131 3,714 -IS +228 +180 
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Series 








Percentage C 


Change 


No. 


Series 

Average Net Income of 
Nonsalaried 


1929 


1939 


1948 


1929- 
39 


1939- 
48 


1929- 
48 


(33) 


Lawyers 


5,534 


4,391 


8,121 


-21 


-f85 


+47 


(34) 


Physicians 


5,224 


4,229 


11,327 


-19 


4-168 


+117 


(35) 


Dentists 
Dividend and Profit Rates 


4,267 


3,096 


7,039 


-27 


-fl27 


+65 


(36) 


Dividend jdeld on stocks, 200 
















corporations, percentage 


3.5** 


4.15 


5.78 


+19 


+39 


+65 


(37) 


Dividends per $ of net worth, all 
















corporations 


$3.74 


$2.70 


$4.05 


-28 


+50 


+8 


(38) 


Profits per $ of net worth before 
















taxes, all corporations 


6.31 


4.59 


18.32 


-27 


+299 


+190 


(39) 


Profits per $ of net worth, after 
















taxes, all corporations 


5.41 


3.55 


11.25 


-34 


+217 


+108 




Interest Rates 














(40) 


Interest paid on time deposits. 
















member banks 


3.34 


1.36 


0.87 


-59 


-36 


-74 


(41) 


Interest earned on loans out- 
















standing, member banks 


6.10 


4.19 


3.77 


-31 


-10 


-38 


(42) 


Bank rates on business loans, 19 
















cities 


5.83 


2.78 


2.62 


-52 


-6 


-55 


(43) 


Yields on high-grade corpora- 
















tion bonds 


4.73 


3.01 


2.82 


-36 


-6 


-40 


(44) 


Yields on high-grade municipal 
















bonds 


4.27 


2.76 


2.40 


-35 


-13 


-44 


(45) 


Yields on XJ. S. government 
















bonds 


3.60 


2.36 


2.00 


-34 


-15 


-44 


(46) 


Computed average interest rate 
on outstanding U. S. public 
















debt 


3.95 


2.60 


2.18 


-34 


-16 


-45 


(47) 


Average interest charge on pri- 
















vate long-term debt 


5.5 


4.6 


n.a. 


-16 








Rents 














(48) 


Index, BLS, 1935-39: 100 


141.4 


104.3 


121.2 


-26 


+16 


-14 


(49) 


Index, NICE, January, 1939: 















(SO) 



100 
Median contract rent, $ per mo. 



106.7 100.1 110.6 



+10 



27.15tt 21.41tt 29.33tt-21tt +37tt 



+4. 
+8tt 



* Seven-month average. 

t Average of April and October. 

i Data are for 1947. 

§ For 1940 to 1949. 

** Average of June, September, and December. 

tt Data are for April, 1930, April, 1940, and April, 1947. 



Series Number 
1 

2,3,5,9,10,11,47,49 
4,36,43,44,48 
6 

7,8 
12,15,16,17,18,21,26 

13,14 
19,20,40,41 



Sources or Data por Table 3 

Source 

Agricultural Statistics (1950). 

Economic Almanac (National Industrial Conference Board, 1951). 

Survey of Current Business, Annual Supplement, 1942 and 1951. 

The Midyear Economic Report of the President (July, 1951) and 
Handbook of Labor Statistics (Bureau of Labor Statistics, 1950). 

Engineering News-Record, April 17, 1947, and following issues. 

"National Income and Product of the United States, 1929-50" 
(1951 Supplement to Survey of Current Business). 

Computed from Census of Manufactures, 1947. 

Computed from Banking and Monetary Statistics and Federal Re- 
serve Bulletin, May, 1949. 
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22, 23, 24, 25 Studies in Labor Statistics (National Industrial Conference Board, 

No. 6), "Trends in Executive Compensation." 

27, 28, 29 Computed from Statistical Abstract, 19S0. 

30,31,32 Computed from "National Income and Product of the United 

States, 1929-50," op. cit. 

33, 34, 35 Survey of Current Business, August, 1949, July, 1951, January, 1950. 

37, 38, 39 Computed by Daniel Creamer from Department of Commerce data 

on dividends and profits and Statistics of Income data on net worth 
extrapolated from 1947 to 1948 on basis of National City Bank 
sample. 

42, 45 Banking and Monetary Statistics and Federal Reserve Bulletin, Febru- 

ary, 1949. 

46 Annual Report of Secretary of Treasury, 19^8. 

50 Bureau of the Census, Sixteenth Census of the United States: 1940; 

Housing, Vol, II, Part I, p. 56; Current Population Reports, Bous- 
ing, Series P-70, No. 1, October 29, 1947. 

ity between 1929 and 1948: first, a marked relative decline in property 
income, which has always been highly concentrated in the upper income 
_gIoup; second, an evening out of the distribution among different in- 
come groups of each major tj^e of income. The two factors are not 
independent. The relative decline in property incomes must have 
tended to shift downward in the income array those who are primarily 
dependent upon property income and to shift upward those primarily 
dependent on wages or entrepreneurial income. The effect would be to 
reduce the relative inequality among different income groups of the 
distribution of property income, and this did happen. But the tendency 
also would be to increase the relative inequality among different income 
groups of the distribution of wages and entrepreneurial income. Other 
factors must have intervened to prevent this from happening. 

We can trace the line of causation back a step by examining the 
change in the structure of factor prices. Some elements in this structure 
are exhibited in Table 3. Let us note, first of all, the percentage changes 
for 1929-48 in the last column. This record shows large increases in 
wage rates and earnings per person employed and in entrepreneurial 
incomes per entrepreneur, modest changes in rental prices and dividend 
rates, and declines in interest rates. The picture is quite consistent with 
that shown by the percentage changes in per capita incomes of various 
types for the whole population in Table 2. 

Moreover, two other features of the latter table correspond with 
the evidence on factor price change. First, the larger percentage in- 
creases in per capita employee compensation for the lower income 
groups is evidently a manifestation of the pervasive tendency for wage 
rate increases in this period to be larger, percentagewise, for lower paid 
employees.* Second, one of the sources of a similar tendency towards 

"For further evidence see Frederic Meyers, "Notes on Changes in the Distribution of 
Manufacturing Wage Earners by Straight^time Hourly Earnings, 1941-48," Review of 
Economics and Statistics, November, 19S0( pp. 3S2-3SS. For a. longer run view see Stanley 
Lebergott, "Wage Structures," Review of Economics and Statistics, November, 1947, pp. 
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equalization of entrepreneurial income is evidently the very rapid rise 
in the low average farm incomes per farm operator as compared to 
nonfarm business and professional incomes* Both of these last-men- 
tioned phenomena are post-1939 developments, as the pre- and post- 
1939 percentage changes in Table 3 reveal. The general rise in the price 
of labor relative to rates of return on property, on the other hand, was 
well under way before 1939. 

The shifts in factor prices seem, therefore, to account in large 
measure for the shift in inequality of distribution since 1929. But 
quantity changes accompanied these price shifts, and, as noted above, 
there were shifts in the position of various groups in the income array. 
For example, it seems unlikely that the reduction in inequality of 
dividend and interest receipts among different income groups was a 
price phenomenon, though it may be that in part; no doubt it largely 
reflects changes in the pattern of ownership of securities in relation 
to income. Again, in comparing 1939 with 1929 or 1948 one must take 
account of the large volume of unemployment in 1939. 1 shall not, how- 
ever, attempt to trace the changes in factor quantities and their relation 
to prices. Rather, I should like to conclude this brief analysis of the 
origin of the shift in the distribution of income by size by drawing your 
attention to one of the basic developments that seem to me to lie behind 
it: the change in the position of government in the American economy. 

First, let us consider taxes. As everyone knows, there has been a very 
great increase in the burden of federal income taxes. From Table 2 we 
see that the effective rate on the income of the upper 1 per cent was 
about 8.5 per cent in 1929 and 31 per cent in 1948. For the 2nd to 7th 
percentage bands the rate rose from about one- tenth of 1 per cent to 
12,5 per cent. For the lower 93 per cent the rate rose from virtually 
zero to about S per cent. The advance in taxes paid by the upper 1 
per cent was sufficient to convert a rise of 21 per cent in per capita 
income before taxes to a decline of 9 per cent after taxes ; the effects on 



283-284; Harry Ober, "Occupational Wage Differentials, X907-4V," Monthly Labor Review, 
August, 1948, pp. 127-134; and the report by Leo Wolman in ZPth Annual Report of the 
National Bweaitp} Economic Research (1949), pp. 88-89. 

° Kuznets' figures for the nonfarm population, when compared with the ones we have 
cited fbr the total population, show mis also. The percentage changes in nonfarm entre- 
preneurial income per capita, 1929-48, for the top 1 per cent, 2nd to 7th percentage band, 
and lower 93 per cent, are -)-l04, +127, +107; the last figure is much smaller Sian the 
corresponding figure for the lower 93 per cent of the whole population (Table 2), In 
1939-48, the shift towards equalization of the whole income distribution is appreciably 
greater when the farm population is included ttan when it is excluded, particularly for 
the percentiles below the top 1 per cent. For the nonfarm population, the share of the 
top 10 per cent declined from 33.0 to 25,4 per cent, between 1939 and 1948, or 7.6 points; 
for the total population, the share of the top 10 per cent declined from 34.1 to 24,8 per 
cent, or 9.3 points. In 1939, inclusion of the farm population in the country-wide distribu- 
tion increased the degree of inequality; in 1948 it diminished it. 
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the lower groups were more moderate." Income after taxes was more 
equally distributed than income before taxes in both years, but the 
equalizing effect was much greater in 1948 than in 1929, both because 
of the progressive nature of the tax and because of the increase in tax 
rates. 

The direct effect of increased taxes on inequality was considerable, 
but it accounts for perhaps only a fourth or a fifth of the decline in in- 
equality of income after taxes. The share of the top 1 per cent in 
income after taxes (basic variant) declined from 13.6 to 6.2 per cent 
between 1929 and 1948. If income taxes per capita had been the 
same in 1948 as in 1929, the 1948 share would have been 7.8 per cent. 
Hence, of the 7.4 point decline 1.6 points or 22 per cent was due to the 
direct effect of the increase in taxes. The share of the top 1 per cent in 
income before taxes (basic variant) declined from 14.7 to 8.4 per cent. 
It seems clear to me that the indirect impact of the high and steeply 
progressive rates that have now been in effect for a decade or more 
must be considerable, and this has no doubt operated to reduce income 
before taxes in the upper income groups. 

For example, one would expect, and I think one can find, that con- 
centration of tax-exempt securities in the hands of the upper income 
groups has become greater than when taxes were relatively low.^^ Since 
interest rates on these securities are lower than on most other interest- 
bearing debt instruments the effect is likely to be a reduction in interest 
income (before taxes) of the upper income groups. Again, because of 
the lower tax rates on realized capital gains than on ordinary income 
in the high brackets and because unrealized gains are not subject to 
tax, one would expect the upper income groups to convert as much as 
possible of their ordinary income into realized or unrealized capital 
gains. It is difficult to measure this statistically. In the case of realized 
capital gains the fact is that although the aggregate net amount of 

" The tax rates are computed on total income exclusive of capital gains or losses, although 
the taxes include the amounts levied on capital gains. 

Table 2 is based on Kuznets' "basic variant" concept of income, because the distribu- 
tion by type is not available for "economic income"; hence the results are not fully con- 
sistent with those cited in Section I. The economic income variant includes some income 
items omitted in the basic variant (notably imputed rent) and incorporates several adjust- 
ments that yield more accurate estimates of the distribution of income by size. In general, the 
decline in the shares of the upper income groups since 1929 is greater in terms of economic 
income than in terms of the basic variant. 

" This is suggested quite definitely by the admittedly incomplete Statistics of Income 
data on the ownership of and interest income from tax-exempt securities. In 1929 the 
upper income groups that accounted for roughly S per cent of the country-wide total 
taxable interest income reported about 20 per cent of the estimated country-wide individual 
receipts of tax-exempt interest income; in 1940, the last year for which data were published, 
a similarly defined group accounted for about 27 per cent of total tax-exempt interest. 
Similar results appear from an analysis of estate tax returns by George Lent, "The Exemp- 
tion of Securities from Federal Income Taxes and its Effects on Investment" (National 
Bureau of Economic Research, manuscript). 
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gains increased between 1929 and 1946 (the latest year for which 
comparable data are available), the amounts realized by the top income 
group diminished.^^ In connection with unrealized capital gains, there 
may have been a tendency, particularly in closely held corporations, to 
pay out relatively less off profits in dividends and retain more to buildi 
up the capital of the company and hence escape personal income taxes! / 
on dividends. What proportion of total undistributed corporate profits 
might justifiably be reckoned as personal income is a question to which 
there is no easy answer. It is easy, however, to allocate the full amount 
to the various income groups in proportion to their dividend receipts; 
that is, to count total corporate profits as a part of personal income 
and allocate them to stockholders in proportion to dividends. The effect 
is to reduce, but not eliminate, the tendency towards equalization of 
income between 1929 and 1948. The per capita dollar figures for allo- 
cated undistributed profits, 1929 and 1948, are: top 1 per cent, 1,670 
and 4,657; 2nd to 7th percentage band, 59 and 268; lower 93 per cent, 
3 and 26; total population, 23 and 87. 

I do not mean to suggest that the rise in undistributed profits is to 
be accounted for solely or even mainly by the rise in personal income 
tax rates, and certainly the rise in taxes has had other influences than 
those I have mentioned. One must not forget the state income taxes, 
real property taxes, estate and gift taxes, excise taxes, and even cor- 
porate income taxes. These exert their influence in many subtle ways, 
but I should be surprised if a thorough investigation did not reveal 
that their over-all tendency was to reduce income before taxes of the 
upper income groups, and by a significant amount. 

The rise in taxes is simply one facet of the growing importance of gov- 
ernment in our economy. The number of government employees is 
far larger now than in 1929, relative to total labor force. Federal, state, 
and local governments employed 7 per cent of the labor force in 1929, 
8 per cent in 1939, 12 per cent in 1948. Government wage and salary 
pajmients were 6 per cent of total personal income in 1929, 12 per cent 
in 1939, 9 per cent in 1948. My impression is that the growing im- 
portance of the government as an employer has an equalizing effect 
on the income distribution, insofar as there is less inequality in wages 
and salaries in the public than in the private sector. But taxes do not go 
just to pay salaries. Some are used for transfer pajmients, such as old 
age benefit payments or subsidies to agriculture. Here, too, I think the 

"The per capita dollar figures for the excess of gains over losses, 1929 and 1946, are: 
top 1 per cent, 2,926 and 2,233; 2nd to 7th percentage band, 18 and 19S; lower 93 per 
cent, — 1 and 14; total population, 24 and 47. For an analysis of the effect of changing 
tax treatment on the realization of capital gains or losses, see Lawrence H. Seltzer, Nature 
and Tax Treatment of Capital Gains and Losses (National Bureau of Economic Research, 
19S1), Ch. 6, 7, and 9. 
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over-all effect is equalizing, and the trend has been upward. Govern- 
ment transfer payments were 1 per cent of personal income in 1929, 
3 per cent in 1939, S per cent in 1948. Finally, some of what the 
government takes in taxes is redistributed to individuals as interest 
payments. Thanks to the decline in interest rates and the large holdings 
of government bonds by banks and other business firms, government 
interest payments to individuals have remained less than 1 per cent of 
total personal income; so whether the direct effect is equalizing or the 
reverse, it is not large. However, the role of a large and growing public 
debt and an increase in government lending activities in reducing in- 
terest rates on private debt to low levels cannot be doubted, nor can it 
be questioned that this too has been a significant equalizing factor. 

All told, government distributed about 8 per cent of personal income 
in 1929, 16 per cent in 1939, and IS per cent in 1948. The getting and 
disbursing of nearly a sixth of total income in a peacetime year has 
important repercussions on the distribution of income by size. Add to 
that the influence of far-reaching government policies ranging from 
control over rents to the bargaining of labor with management and you 
have an institutional change of tremendous scope that goes a long way, 
I believe, to account for the "social revolution" that Dr. Kuznets' 
figures record. 

Appendix 

Sources for Chart I 

(1) Pareto coefficients 

1914-33 : Norris Johnson, "The Pareto Law," Revieu) of Economic Statistics, Febru- 
ary, 1937, p. 22. 
1934-48 : Supplied by Mr. Johnson. 

(2) Share of top 10 per cent 

1910, 1918, 1921, 1929, 1934, 1937: National Industrial Conference Board, finter^me 
a«(f 5ocia/ Pyogreis (1939), p. 12S. The unit is the income recipient. 

1935-36, 1941, 1944, 1947: The 193S-36 figure is based on a preliminary (uJipUb- 
lished) revision of the National Resources Committee's estimates prepared bjy the 
staff of the OPA under the direction of Hildegarde Kneeland. The 1941, 1944, and 
1947 figures are derived from papers by Joseph Pechman ^and by !&Iaurice Lieberi- 
berg and Hyman Kaitz in Studies in Income and Wealth, Volume Thirteen, pp. 
204-20S and 433. All figures are for the distribution of money income by families, 
single individuals excluded. 

194S-S0: Survey of Consumer Finances, Federal Reserve Bulktin, August, 1948, 
August, 1951. Figures are for the distribution of money income by "spending 
units." 

(3) Property income as per cent of total income receipts 

1913-19, 1919-38: Simon Kuznets, o#. cit.. Tables 114 and lis. 
1929-SO: Derived from Department of Commerce, National Income Supplement, 
July, 1947, July, 1949, and National Income, 19S1 Edition, and unpublished data. 
Imputed rent is included. 

(4), (5), (6). Simon Kuznets, op. cit. Shares of upper 1 per cent 1913-18 and upper 5 
per cent 1917-18 in economic income are computed from "basic variant" spliced at 
1919; shares of upper 1 per cent and upper S per cent 1947-48 are computed from 
"basic variant" spliced at 1946. Disposable income is economic income inclusive of the 
excess of capital gains over losses and after federal income taxes. 

(7) Adolph J. Goldenthal, TNEC Monograph No. 4, "Concentration and Composition 
of Individual Incomes, 1918-37," p. 60. 



